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hours for nonexclusive use by various cus-
tomers. Accordingly, the health-club oper-
ations are not rental operations (see para-
graph (d)(3)(iii) of this seciton). The res-
taurant operations do not involve the provi-
sion of tangible property for use by cus-
tomers or the provision of property or serv-
ices in connection therewith. Accordingly,
the restaurant operations also are not rental
operations.

(vi) Paragraph (d)(1)(i) of this section pro-
vides, with certain exceptions, that a para-
graph (c) undertaking’s rental operations
and its operations other than rental oper-
ations are treated as two separate undertak-
ings. In this case, at least 20 percent of the
paragraph (c) undertaking’s gross income is
attributable to rental operations (35 percent
of the paragraph (c) undertaking’s gross in-
come is from the retail-space operations) and
at least 20 percent is attributable to oper-
ations other than rental operations (45 per-
cent from the hotel-room, meeting-room and
parking-garage operations and 20 percent
from the restaurant and health-club oper-
ations). Thus, the exceptions in paragraph
(d)(2) (ii) and (iii) of this section do not
apply. In addition, the average period of cus-
tomer use for the retail space exceeds 30
days, extraordinary personal services (within
the meaning of § 1.469–1T (e)(3)(v)) are not
provided, and the rental of the retail space is
not treated as incidental to a nonrental ac-
tivity under § 1.469–1T (e)(3)(vi) (relating to
incidental rentals that are not treated as a
rental activity). Thus, the retail-space oper-
ations, if considered as a separate activity,
would constitute a rental activity, and the
exception in paragraph (d)(2)(i) of this sec-
tion does not apply. Accordingly, the retail-
space operations are treated as an undertak-
ing (the ‘‘retail-space undertaking’’) and all
the other operations conducted in the build-
ing (i.e., renting hotel and meeting rooms
and parking spaces and operating the res-
taurant and health club) are treated as a sep-
arate undertaking (the ‘‘hotel undertak-
ing’’).

(vii) Paragraph (d)(1)(iii) of this section
provides that an undertaking (determined
after the application of paragraph (d)(1)(i) of
this section) is treated as a rental undertak-
ing if and only if the undertaking, considered
as a separate activity, would constitute a
rental activity. In this case, the retail-space
undertaking, if considered as a separate ac-
tivity, would constitute a rental activity
(see (iv) above). Accordingly, the retail-space
undertaking is treated as a rental undertak-
ing. The hotel undertaking, if considered as
a separate activity, would not constitute a
rental activity because all tangible property
provided for the use of customers in the
hotel undertaking is either property for
which the average period of customer use is
seven days or less (see § 1.469–1T (e)(3)(ii)(A))
or property customarily made available dur-

ing defined business hours for nonexclusive
use by various customers (see § 1.469–1T
(e)(3)(ii)(E)). Accordingly, the hotel under-
taking is not treated as a rental undertak-
ing.

Example (4). (i) A law partnership owns a
ten-story building. The partnership uses
eight floors of the building in its law prac-
tice and leases two floors to one or more ten-
ants. (Assume that, under paragraph (c)(1) of
this section, the operations conducted in the
building are treated as a single paragraph (c)
undertaking.) Tenants typically occupy
space on the two rented floors for at least
one year, and the services provided to ten-
ants are those customarily provided in office
buildings. The paragraph (c) undertaking de-
rives 90 percent of its gross income from ren-
dering legal services and 10 percent of its
gross income from renting space. The oper-
ations conducted in the building are not inci-
dental to any other activity of the taxpayer
(within the meaning of § 1.469–1T (e)(3)(vi)).

(ii) The operations with respect to the of-
fice space leased to tenants (the ‘‘office-
space operations’’) involve the provision of
tangible property (the office space) for use
by customers and the provision of property
and services in connection therewith. In ad-
dition, the office spaces are not short-term
real properties (within the meaning of para-
graph (d)(3)(ii) of this section) because the
average period of customer use (within the
meaning of § 1.469–1T(e)(3)(iii)) for the office
space exceeds 30 days. Accordingly, the of-
fice-space operations are rental operations
(within the meaning of paragraph (d)(3) of
this section).

(iii) The operations that involve the per-
formance of legal services (the ‘‘law-practice
operations’’) do not involve the provision of
tangible property for use by customers or
the provision of property or services in con-
nection therewith. Accordingly, the law-
practice operations are not rental oper-
ations.

(iv) Paragraph (d)(1)(i) of this section pro-
vides, with certain exceptions, that a para-
graph (c) undertaking’s rental operations
and its operations other than rental oper-
ations are treated as two separate undertak-
ings. In this case, however, the exception in
paragraph (d)(2)(ii) of this section applies be-
cause less than 20 percent of the paragraph
(c) undertaking’s gross income is attrib-
utable to rental operations (the office-space
operations). Accordingly, the law-practice
operations and the office-space operations
are not treated as two separate undertakings
under paragraph (d)(1)(i) of this section.

(v) Paragraph (d)(1)(iii) of this section pro-
vides that an undertaking (determined after
the application of paragraph (d)(1)(i) of this
section) is treated as a rental undertaking
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only if the undertaking, considered as a sep-
arate activity, would constitute a rental ac-
tivity. In this case, the undertaking (deter-
mined after the application of paragraph
(d)(1)(i) of this section) includes both the
law-practice operations and the office-space
operations, and the gross income of this un-
dertaking does not represent amounts paid
principally for the use of tangible property.
Thus, the undertaking, if considered as a
separate activity, would not constitute a
rental activity. Accordingly, the undertak-
ing is not treated as a rental undertaking.

Example (5). (i) The facts are the same as in
example (4), except that the building is
owned by a separate partnership (the ‘‘real
estate partnership’’), which leases eight
floors of the building to the law partnership
for use in its law practice and two floors to
one or more other tenants. The law partner-
ship and real estate partnership are owned
by the same individuals in identical propor-
tions.

(ii) The operations conducted in the build-
ing are owned by two different persons (i.e.,
the law partnership and the real estate part-
nership). (See paragraph (c)(2)(v) of this sec-
tion.) Thus, the operations conducted in the
building are not treated as a single under-
taking under paragraph (c)(1) of this section.
Instead, each partnership’s share of such op-
erations is treated as a separate paragraph
(c) undertaking (the ‘‘law-practice undertak-
ing’’ and the ‘‘office-space undertaking’’).

(iii) Paragraph (d)(1)(iii) of this section
provides that an undertaking (determined
after the application of paragraph (d)(1)(i) of
this section) is treated as a rental undertak-
ing if and only if the undertaking, considered
as a separate activity, would constitute a
rental activity. In this case, the office-space
undertaking, if considered as a separate ac-
tivity, would constitute a rental activity be-
cause all of the undertaking’s gross income
(including rents paid by the law partnership)
represents amounts paid principally for the
use of tangible property (the office space),
the average period of customer use for the
office space exceeds 30 days, extraordinary
personal services (within the meaning of
§ 1.469–1T(e)(3)(v)) are not provided, and the
rental of the office space is not treated as in-
cidental to a nonrental activity under § 1.469–
1T(e)(3)(vi) (relating to incidental rentals
that are not treated as a rental activity). Ac-
cordingly, the office-space undertaking is
treated as a rental undertaking. See, how-
ever, § 1.469–2T(f)(6) (relating to certain rent-
als of property to a trade or business activ-
ity in which the taxpayer materially partici-
pates).

(iv) The law-practice undertaking, if con-
sidered as a separate activity, would not con-
stitute a rental activity because none of the
undertaking’s gross income represents
amounts paid principally for the use of tan-
gible property. Accordingly, the law-practice

undertaking is not treated as a rental under-
taking.

Example (6). (i) The taxpayer owns a build-
ing in which the taxpayer operates a nursing
home and a medical clinic. (Assume that,
under paragraph (c)(1) of this section, the op-
erations conducted in the building are treat-
ed as a single paragraph (c) undertaking.)
The nursing-home operations consist of rent-
ing apartments in the nursing home to elder-
ly and handicapped persons and providing
medical care, meals, and social activities.
(Assume that these services are extraor-
dinary personal services (within the meaning
of § 1.469–1T(e)(3)(v)). The medical clinic pro-
vides medical care to nursing-home residents
and other individuals. Nursing-home resi-
dents typically occupy an apartment for at
least one year. The paragraph (c) undertak-
ing derives 55 percent of its gross income
from nursing-home operations (including the
provision of medical services to nursing-
home residents) and 45 percent of its gross
income from medical-clinic operations. The
operations conducted in the building are not
incidental to any other activity of the tax-
payer (within the meaning of § 1.469–
1T(e)(3)(vi)).

(ii) The paragraph (c) undertaking’s nurs-
ing-home operations involve the provision of
tangible property (the apartments) for use
by customers and the provision of property
and services in connection therewith. In ad-
dition, the apartments are not short-term
real properties (within the meaning of para-
graph (d)(3)(ii) of this section) because the
average period of customer use (within the
meaning of § 1.469–1T(e)(3)(iii)) for the apart-
ments exceeds 30 days. Accordingly, the
nursing-home operations are rental oper-
ations (within the meaning of paragraph
(d)(3) of this section). The medical-clinic op-
erations do not involve the provision of tan-
gible property for use by customers or the
provision of property or services in connec-
tion therewith. Thus, the medical-clinic op-
erations are not rental operations.

(iii) Paragraph (d)(1)(i) of this section pro-
vides, with certain exceptions, that a para-
graph (c) undertaking’s rental operations
and its operations other than rental oper-
ations are treated as two separate undertak-
ings. In this case, however, the nursing-home
operations, if considered as a separate activ-
ity, would not constitute a rental activity
because extraordinary personal services are
provided in connection with making nursing-
home apartments available for use by cus-
tomers (see § 1.469–T(e)(3)(ii)(C)). Thus, the
exception in paragraph (d)(2)(i) of this sec-
tion applies, and the nursing-home oper-
ations and the medical-clinic operations are
not treated as two separate undertakings
under paragraph (d)(1)(i) of this section.

(iv) Paragraph (d)(1)(iii) of this section pro-
vides that an undertaking (determined after
the application of paragraph (d)(1)(i) of this
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section) is treated as a rental undertaking
only if the undertaking, considered as a sep-
arate activity, would constitute a rental ac-
tivity. In this case, the nursing-home oper-
ations, if considered as a separate activity,
would not constitute a rental activity (see
(iii) above). Thus, an undertaking that in-
cludes no rental operations other than the
nursing-home operations would not, if con-
sidered as a separate activity, constitute a
rental activity. Accordingly, the undertak-
ing is not treated as a rental undertaking.

Example (7). (i) The taxpayer rents and sells
videocassettes. (Assumes that, under para-
graph (c)(1) of this section, the videocassette
operations are treated as a single paragraph
(c) undertaking.) Renters of videocassettes
typically keep the videocassettes for one or
two days, and do not receive any other prop-
erty or services in connection with video-
cassette rentals. The paragraph (c) undertak-
ing derives 70 percent of its gross income
from renting videocassettes and 30 percent of
its gross income from selling videocassettes.
The videocassette operations are not inci-
dental to any other activity of the taxpayer
(within the meaning of § 1.469–1T(e)(3)(vi)).

(ii) The rental of videocassettes involves
the provision of tangible property (the video-
cassettes) for use by customers. In addition,
the special rules for short-term real prop-
erties contained in paragraph (d)(3)(ii) of this
section do not apply in this case because the
videocassettes are not real property. Thus,
the operations that involve videocassette
rentals are rental operations (within the
meaning of paragraph (d)(3) of this section).
The sale of videocassettes does not involve
the provision of tangible property for use by
customers or the provision of property or
services in connection therewith. Thus, the
operations that involve videocassette sales
are not rental operations.

(iii) Paragraph (d)(1)(i) of this section pro-
vides, with certain exceptions, that a para-
graph (c) undertaking’s rental operations
and its operations other than rental oper-
ations are treated as two separate undertak-
ings. In this case, however, the rental oper-
ations, if considered as a separate activity,
would not constitute a rental activity be-
cause the average period of customer use for
rented videocassettes does not exceed seven
days (see § 1.469–1T(e)(3)(ii)(A)). Accordingly,
the exception in paragraph (d)(2)(i) of this
section applies, and the videocassette-rental
operations and videocassette-sales oper-
ations are not treated as two separate under-
takings under paragraph (d)(1)(i) of this sec-
tion.

(iv) Paragraph (d)(1)(iii) of this section pro-
vides that an undertaking (determined after
the application of paragraph (d)(1)(i) of this
section) is treated as a rental undertaking
only if the undertaking, considered as a sep-
arate activity, would constitute a rental ac-
tivity. In this case, the videocassette-rental

operations, if considered as a separate activ-
ity, would not constitute a rental activity
(see (iii) above). Thus, an undertaking that
includes no rental operations other than the
videocassette-rental operations would not, if
considered as a separate activity, constitute
a rental activity. Accordingly, the undertak-
ing is not treated as a rental undertaking.

Example (8). (i) The taxpayer owns a build-
ing in which the taxpayer sells, leases, and
services automobiles. (Assume that, under
paragraph (c)(1) of this section, the oper-
ations conducted in the building are treated
as a single paragraph (c) undertaking.) The
minimum lease term for any leased auto-
mobile is 31 days, and the services provided
to lessees (including periodic oil changes, lu-
brication, and routine services and repairs)
are those customarily provided in long-term
automobile leases. The paragraph (c) under-
taking derives 75 percent of its gross income
from selling automobiles, 15 percent of its
gross income from servicing automobiles
other than leased automobiles, and 10 per-
cent of its gross income from leasing auto-
mobiles. The taxpayer’s automobile oper-
ations are not incidental to any other activ-
ity of the taxpayer (within the meaning of
§ 1.469–1T(e)(3)(vi)).

(ii) The paragraph (c) undertaking’s auto-
mobile-leasing operations involve the provi-
sion of tangible property (the automobiles)
for use by customers and the provision of
services in connection therewith. In addi-
tion, the special rules for short-term real
properties contained in paragraph (d)(3)(ii) of
this section do not apply in this case because
the automobiles are not real property. Ac-
cordingly, the automobile-leasing operations
are rental operations (within the meaning of
paragraph (d)(3) of this section). The para-
graph (c) undertaking’s automobile-sales op-
erations and servicing operations for auto-
mobiles other than leased automobiles (the
‘‘selling-and-servicing operations’’) do not
involve the provision of tangible property for
use by customers or the provision of prop-
erty or services in connection therewith.
Thus, the selling-and-servicing operations
are not rental operations.

(iii) Paragraph (d)(1)(i) of this section pro-
vides, with certain exceptions, that a para-
graph (c) undertaking’s rental operations
and its operations other than rental oper-
ations are treated as two separate undertak-
ings. In this case, however, the exception in
paragraph (d)(2)(ii) of this section applies be-
cause less than 20 percent of the paragraph
(c) undertaking’s gross income is attrib-
utable to rental operations (the ‘‘auto-
mobile-leasing operations’’). Accordingly,
the rental operations and the selling-and-
servicing operations are not treated as two
separate undertakings under paragraph
(d)(1)(i) of this section.

(iv) Paragraph (d)(1)(iii) of this section pro-
vides that an undertaking (determined after
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